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SRI LANKA - KEY ECONOMIC INDICATORS 


Money Values in millions of 
rupees except where noted 


Change Proj. 


PRODUCTION AND INVESTMENT 
GDP at Current Factor Cost Prices 
GNP at Current Factor Cost Prices 


Per Capita GNF at Current Prices (Rs.) 


GDP at Constant (1970) Prices 
Real GDP Growth Rate ($%) 
Gross Fixed Capital Formation 
Foreign Investment Approvals 


LABOR, EMPLOYMENT, AND WAGES 
Resident Population (Millions) 1/ 
Labor Force (Millions) 1/ 
Unemployment (%) 1/ 
Nominal Minimum Wage Rates 
(% Growth) 
Agriculture 
Industry and Commerce 
Government 


MONEY AND PRICES 

M-2 Growth Rate (%) 

Avg. Cost of Living Index (% Growth) 
Wholesale Price Index (% Growth) 


GOVERNMENT FINANCE 
Expenditures 
-- of which Mahaweli Investment 


Revenue 
Budget Deficit 


BALANCE OF PAYMENTS ($ MILLION) 
Exports, f.0.b. 

-- U.S. Share 

imports, ¢.i.f. 

-- U.S. Share 

Trade Balance 

Current Account Balance 2/ 
Gross Tourist Receipts 

Gross Private Remittances 
Foreign Aid Disbursements 

-- of which U.S. 

Gross External Assets (Year End) 
External Debt (Year End) 

Debt Service Ratio (%) 3/ 
Terms of Trade (1978-100) 


1982 


91,643 
89,609 

5,900 
21,756 


a8 


30,360 
3,032 


37,900 
(7,313) 


17,809 
20,091 


1,029 
143 
2,012 
111 
-975 
-731 
128 
289 
428 
59 
532 
2,400 
19 

38 


Exchange Rates - 
SL Rupees per U.S. Dollar 


Year End 


Annual Avg. 


1983 


111,335, 

108,171 

7,017 

22,824 
4.9 

35 ,246 

5,059 


as 


22 
14 
25 


46,772 
(6,952) 


25,210 
21,562 


1,062 
185 
1,929 
114 
-859 
-647 
101 
290 
467 
73 
543 
2,783 
22 
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1982 1983 
21.32 25.00 
20.85 23.62 


% 1984 


215 140 ,839 
20.7 135,755 
18.9 8,736 
4.9 24,079 


- 5.5 


16.1 STs223 
66.8 4,000 


20 
10 
25 


25 
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48,442 
( 6,017) 


30,770 
17,672 


1,324 
241 
2,058 
117 
-734 
-526 
Lt 
300 
408 
93 
605 
3,000 
ou 

48 


Main Imports from U.S. (1983): Wheat ($36 Million), Aircraft & Parts ($24 Million) 
Machinery & Equipment ($6 Million) 


Notes: 1/ Estimates; 2/ Includes Public Transfers; 


3/ Includes IMF Repurchases 


Source: Central Bank Annual Report, 1983; Public Investment 1984-1988; Customs Data; 


Embassy Estimates 





SUMMARY 


One year after a spasm of communal violence shattered Sri Lanka's 
stability, the search for a long-term solution to the Sinhalese- 
Tamil ethnic conflict continues to dominate the political scene 
and adversely impacts the environment for foreign investment. 
Economic growth, which in 1983 was affected by the disturbances 
and a prolonged drought, is projected to return again to pre- 
violence levels of 5-6 percent. The country's ambitious capital 
development program continues to strain the national budget, but 

a more austere fiscal policy has reduced the relative size of the 
deficit. Nevertheless, as the demand for credit skyrocketed in 
the wake of the July 1983 violence, inflation surged back and 
continues to be a problem. Although high tea prices have narrowed 
the trade and current account deficits, they are only a temporary 
palliative for the external sector's structural imbalance. Short- 
term indebtedness has risen, and the debt-service ratio is now at 
21 percent. The most important challenges in the years ahead will 
be stimulation of the private industrial sector, expansion of 
exports, and repayment of the mounting external debt. 


Relations between Sri Lanka and the United States are very good. 
There is scope for expansion of trade within the constraints of 

Sri Lanka's small domestic market. The most promising areas for 
investment are in resource-based industries, including agrobusiness, 
rubber products, and minerals processing. 


I. CURRENT ECONOMIC SITUATION AND TRENDS 
POLITICAL SETTING IS DOMINATED BY ETHNIC CONFLICT 


Hopes that the reelection of President J.R. Jayewardene in late 

1982 would set the stage for a new period of sustained political 
stability and economic growth were shattered in June and July 

1983 by the outbreak of Sri Lanka's worst communal riots since 
independence. Over 400 people are acknowledged to have been killed, 
and property damages, both residential and industrial, reached an 
estimated $150 million. 


Since then, the political scene has been dominated by efforts to 
reach a long-term accommodation and reconciliation of the interests 
of the Sinhalese majority and the Tamil minority communities. 
President Jayewardene convened an All-Party Conference (APC) in 
January to provide a forum in which all communal grievances could 
be discussed and dealt with rationally and peacefully. 
Unfortunately, by mid-year reconciliation was no closer to 
realization. In fact, the Sri Lanka Freedom Party -- the major 
opposition -- withdrew from the APC, and Tamil militants resumed 
terrorist activity in the north, culminating in the May kidnapping 
of an American couple working in Jaffna on an A.I.D. project. The 
Americans were subsequently released unharmed, but the security 
situation in the north remains highly unsettled. 





The July disturbances also took their toll on the economy. The 
manufacturing sector suffered losses of around 150 factories, 
including textiles, garments, coconut oil and products, processed 
food, and PVC pipes and fittings. Trade was disrupted by the 
destruction of many wholesale and retail outlets, and rail, road 
and port transport services were interrupted. Road and telecommu- 
nications maintenance suffered because of personnel losses, and 
construction activity, especially in public sector investment 
projects, experienced delays. The biggest casualty in services 
was the tourist trade, which has not fully recovered even a year 
later. Longer-term consequences which still cannot be fully 
appraised include a "brain drain" of indigenous talent emigrating 


abroad, capital flight, and the deleterious impact on investor 
confidence. 


PROSPECTS FOR ECONOMIC GROWTH 


The over-6 percent growth rates of the late 70's have slowed in 
recent years as structural imbalances surfaced. The combined 
effects of a prolonged drought and the July disturbances brought 
real GDP growth in 1983 down to 4.9 percent, and real GNP to 

4.0 percent, the lowest rate since 1977. 


In its planning document Public Investment 1984-1988, the Sri 
Lankan Government projects a real GDP growth rate of about 5.5 
percent per annum over the five-year period. This assumes, 
somewhat problematically, a sharp and sustained recovery in both 


construction and manufacturing activity. The need to restrain 
budgetary expenditures has slowed the 1984-1988 capital invest- 
ment program, which will certainly affect the construction 
industry. Efforts to revitalize the manufacturing sector have 
to date not met with great success, perhaps because of the 
continued domination of state-owned corporations. The following 
table shows official growth targets for 1984: 


Percent of Real Projected 
Real GDP Growth Real Growth 
in 1983 in 1983 in 1984 


Agriculture, Forestry, 

Fishing 24 5.0 4.0 
-- Tea (1.6) (4.5) (3.7) 
-- Rubber (0.9) (8.8) (0.3) 
-- Coconut ¢2.3) (7.9) (1.8) 
-- Paddy (6.4) (14.7) 

Mining and Quarrying 4 7.8 
Manufacturing 13 
Construction 4 ‘ 
Services oo ° 


Total Real GDP 
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AGRICULTURE: Agriculture has traditionally been Sri Lanka's most 
productive sector, accounting for half the island's employment and 
more than a quarter of GDP. Over the past 20 years, however, the 
three major plantation crops -- tea, rubber, and coconuts -- have 
suffered from neglect. The declining yields of recent years can 
be attributed to a variety of factors, including low producer 
margins, insufficient use of fertilizer, and poor management of 
the estates since the sweeping nationalization measures of 1972. 
Because of the present and potential contribution these three 
crops make to exports, the plantation sector has become a new 
priority of Sri Lanka's public investment plan. The Medium Term 
Investment Program for state plantations extends from 1985-1989 
and will cost an estimated 4 billion rupees. 


Although by mid-1984 world prices for Sri Lankan tea are declining 
somewhat since India removed its ban on exports of CTC tea, Sri 
Lanka still expects a dramatic increase in tea export earnings 
vis-a-vis 1983 because of the fortuitous combination of strong 
prices and production gains due to favorable weather conditions. 
Significant results from the replanting and rehabilitation 
activities will not be evident for at least five years. 


In the meantime, the vitality of the agricultural sector must come 
from rice paddy and other food crops. The virtual explosion in 
paddy output since 1977 has been one of the great success stories 
of the current Government. Production of paddy almost doubled 
over seven years, from 60 million bushels in 1976 to 119 million 


bushels in 1983. During the same period, average yields rose from 
44 to 70 bushels per acre. 


Although the floods in the first quarter of 1984 reduced the 
quantity and quality of the Maha harvest, paddy production could 
still reach the record harvest realized last year if weather 
conditions favor the Yala crop. Most studies agree that Sri Lanka 


is likely to achieve sustainable levels of rice self-sufficiency 
within the next five years. 


Other crops which show export potential are groundnuts, soya beans, 
greengram, blackgram, and fruits and vegetables. 


INDUSTRY: The outlook for industry is less auspicious. Despite 
recent efforts to promote private sector development, two-thirds of 
industrial output still comes from the relatively inefficient state 
corporations. Manufacturing output in 1983 increased only margin- 
ally, by 0.8 percent, as a 26 percent increase in private sector 
production offset a 15 percent decline in state-owned industries. 


Industry's poor 1983 performance can be attributed in part to a 
two-month shutdown of the petroleum refinery early in the year -- 
petrochemical production has a heavy weight in public sector 
output -- and in part to the July troubles, during which around 
150 industrial establishments were damaged or destroyed. Further- 
more, two large public enterprises, the nylon 6 project and the 





urea plant, were closed during the year because they had become 
unprofitable. On the other hand, the dynamic garment sector in 
the Investment Promotion Zone registered a 34 percent increase 
in production. Output of food, beverages and tobacco rose by 
11 percent, due undoubtedly to strong performances of the Prima 
Flour Mill in Trincomalee and the Ceylon Tobacco Company. 


Barring unforeseen setbacks, industrial production should improve 
in 1984, after last year's dismal performance. Most of the 
productive units damaged last July have already been rehabilitated; 
others which were unproductive or belonged to subsectors with 
excess capacity have been written off. With the improvement in 
weather conditions for tea, rubber, and coconuts, export processing 
industries should be able to increase production. Although growth 
in the textile industry may be somewhat lower in 1984 due to 

quotas set in bilateral textile agreements with the U.S. and 


European countries, this sector should continue its steady 
expansion. 


The 1984-1988 Public Investment Plan accords the primary role in 
industrial development to the private sector. Generally, however, 
private sector industrial development has not yet caught fire. 
This may be a result of the overbearing weight and relative 
inefficiency of public corporations, and to a bias in tax, tariff 
and exchange rate incentives against industry and in favor of 
tourism, trade, and real estate. The Government is aware of the 
need for further measures to improve the climate for private 
industry. The Plan calls for a conscious reformulation of policy 
instruments, institutional arrangements, and enhancement of 
efficiency in both public and private sectors. 


Perhaps the most promising area is further development of resource- 
based industry which would add value to Sri Lanka's agricultural 
and mineral production. Three firms have signed joint venture 
agreements to invest in new import-substituting sugar projects. 
When these come on stream by the late 1980's along with the 
Sevanagala sugar project, estimated domestic production should 
cover about two-fifths of demand. The Asian Development Bank is 
sponsoring a $17 million aquaculture project, and a feasibility 


study for a U.S.-Sri Lankan joint venture in dairy development is 
under way. 


SERVICES: Despite the 17 percent drop in tourist arrivals and 
the disruption in trade caused by last July's communal violence, 
the services sector was largely responsible for the 4.9 percent 
growth in 1983. Contributing 55 percent to GDP, services 
registered a 6.6 percent growth rate last year. Trade and 
transport showed the strongest expansion. 


The tourism sector has been a major growth area since 1977 for 
both investment and employment, and has become an important source 
of foreign exchange. However, the outlook in 1984 is cloudy. As 
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a result of the Western European recession, exacerbated by adverse 
publicity from the July disturbances, tourist arrivals in mid-1984 
are still lagging behind last year. The occupancy rates in many 
existing facilities, particularly in the north and east, are 
uncomfortably low. Several international hotel chains -- the Taj, 
Ramada, Meridian, and Hilton -- are building new hotels in Colombo 
which are in various stages of construction. When all are 
completed the capital should have more than enough beds for many 
years to come. The Government has decided that the needs of the 
tourist industry have been largely met, and thus as a general 
policy is not approving applications for new hotels. 


FREE TRADE ZONE SEEKS TO DIVERSIFY 


After just six years in existence, the Investment Promotion Zone 

-- popularly known as the Free Trade Zone -- is easily the most 
dynamic center of modern industrial activity in Sri Lanka. It 
must be considered at least a qualified success. At year-end 

1983, there were 66 factories in commercial production, employing 
close to 29,000 workers, and representing a total equity investment 
of about $80 million at current exchange rates. According to 
figures compiled by the Greater Colombo Economic Commission (GCEC), 
gross export earnings increased geometrically during the full five 
years of operation, amounting to about $96 million in 1983. 


One source of concern in the Zone has been the preponderance of 
garment factories, which accounted for half of all the factories 
in commercial production, 67 percent of employed workers, and 

80 percent of export earnings by the end of 1983. As domestically- 
produced fabric does not yet meet international standards, 
virtually all of the raw material for Free Trade Zone garments 
must come from abroad, which means the local value-added amounts 
to only about 25 percent of the finished product. GCEC management 
is actively seeking to diversify the manufacturing base in the 
IPZ, and in 1983 only one out of 13 new projects approved was in 
the textile sector. The others were in agriculture, basic metals, 
and other industries. Sri Lanka has also become less attractive 
for textiles because of the difficulty in obtaining quotas for 
U.S. and European markets. Thus companies interested in investing 
in the garment industry now prefer to purchase an existing 
facility with its quota allocation. 


The GCEC began work on its second industrial zone at Biyagama in 
1983. The first stage will cover 112 acres, providing for about 
20 industrial plots together with infrastructural facilities. 


In the near term, the benefit from the Free Trade Zone has come in 
the form of foreign capital and the creation of new employment 
opportunities. However, the ultimate payoff -- transfer of 
technology, work habits and managerial know-how, and links with 
feeder industries outside the Zone -- is a gradual process which 
is unlikely to come to fruition for several more years. 
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MAHAWELI PROGRAM CELEBRATES COMMISSIONING OF VICTORIA DAM 


The Accelerated Mahaweli River hydroelectric/irrigation/resettle- 
ment program, an enormously complex and expensive undertaking for 
a country of Sri Lanka's size, is the centerpiece of the national 
development program for the 1980s. Originally conceived as a 
30-year undertaking, the program involves the construction of 
several dams in the mountainous interior of the country and a 
network of downstream irrigation canals extending in a wide 
diagonal swath northeast to the Trincomalee region. The dams will 
provide badly-needed hydroelectric power, while the irrigation 
works open up dryland areas to intensive agriculture and resettle- 
ment of landless farmers. Under the accelerated program, it is 
expected that the bulk of the construction work on the large dams 
will be completed during 1980-86, although downstream development 
projects will continue for many years. 


Up to the end of 1983, foreign aid financed most of the Rs. 20 
billion expenditure incurred for the Mahaweli program. Major 
donors include Canada (Maduru Oya), the United Kingdom (Victoria), 
Sweden (Kotmale), West Germany (Randenigala), and the United States 
(downstream System B and parts of System H). The Mahaweli 
continues as the biggest item in the Public Investment Program 
through 1986, and an additional Rs. 21.2 billion is earmarked for 
the program during 1984-88. Following is a thumbnail sketch of 

the major components of the program: 


(Rupees Million) 


Construc- Projected 
Generating tion Expenditure Expenditure 
Headworks Capacity Period Through 1983 1984-1988 


Maduru Oya - 1980-83 2,507 - 
Victoria 210 MW 1980-84 5,307 2,538 
Kotmale 132 MW 1980-85 4,742 3,024 
Randenigala 130 MW 1982-87 1,045 2,919 
Rantambe 40 MW 1986-89 0 = 


Downstream Acreage to 
Irrigation be Settled 


System B 120,000 1982-86 1,258 8,237 
System C 60,000 1980-86 1,217 3,284 
System H 106,000 1978-82 2,099 . 
System G 1,300 1982-87 8 253 


In 1983, the major part of the headworks of Victoria -- the largest 
power project -- was completed, and power generation is scheduled 
to commence in July. Maduru Oya, one of the major irrigation 
reservoirs, was also finished. Work on the other projects is 
proceeding well, although heavy rains during the first part of 

1984 caused some delays. By the end of 1983, a total of 215,000 
acres had benefitted from Mahaweli irrigation. 





ENERGY OUTLOOK 


With the rising level of economic activity since 1977, the demand 
for energy in Sri Lanka is on a steep upward curve. Up to 1983, 
demand for electricity and petroleum products expanded at average 
annual rates of 12 and 10 percent, respectively. 


The pattern of energy consumption in 1982 was estimated as follows: 


(000 tons of oil equivalent) 


Electricity 
Petroleum (Hydro) Fuelwood Percentage 


Industry/Commercial 349 69 586 28 
Transport 658 - - 18 


Households 185 40 1,684 53 
Other 5 36 - 1 


Percentage 33 4 63 100 


The high cost of imported oil has placed a severe strain on Sri 
Lanka's balance of payments. Although oil prices on the world 
market fell in 1983, the severe drought restricted Sri Lanka's 
hydrogenerating capacity. Thus domestic consumption of imported 


oil products, especially heavy diesel used in thermal power plants, 
increased. 


The Public Investment Plan gives high priority to investment in 

the power sector to meet the increasing demand for energy. Total 
generating capacity is projected to expand from 511 MW in 1983 to 
1,353 MW by 1990. Of this, 1,013 MW will be hydro and 340 MW thermal. 
Total hydropower potential is estimated at about 2,000 MW. The 
Asian Development Bank is financing the feasibility study for a 
proposed coal-fired plant to come on stream in the early 1990s. 

There have been some efforts at oil exploration -- both offshore 

and onshore -- but no discoveries or indications of significant 
reserves have surfaced to date. 


FISCAL POLICY TIGHTER 


One of the most serious problems facing the Government since the 
introduction of the economic revitalization program in 1977 is the 
chronic and expanding budget deficit, induced in part by the 
ambitious capital development program. The deficit rose, almost 
steadily, from Rs. 3.1 billion in 1977 to Rs. 21.6 billion in 
1983. The problem is well illustrated in the following table. 





(Rupees Million) 


Projected 
1983 1984 


Budget 


GDP at current factor cost tii,335 125,809 
Budget Deficit 21,562 17,672 
-- as % of GDP 19 14 
Budget Expenditures 46,772 48,442 
-- as % of GDP 42 38 
Mahaweli Capital Expenditure 6,952 6,017 
-- as % of Budget 15 12 
-- as % of GDP 6 5 


Source: Ministry of Finance and Planning, 
Embassy estimates 


During 1983, although the deficit continued to rise, overall fiscal 
performance improved. The July disturbances affected revenue 
collection from turnover and income taxes, but this was offset by 
the tax and tariff increases enacted earlier in the year and a 
windfall from the upturn in tea prices. Total revenues thus rose 
by 42 percent, while expenditures went up only 18 percent, largely 
the result of a slowdown in capital development projects. The 
financing gap was lowered to 0.6 percent of GDP, considerably 
reducing the budget's inflationary impact on the economy. 


The policy of greater. fiscal discipline is expected to continue in 
1984. Revenues will again benefit greatly from the fortuitous 
strength of commodity prices, while the continuing moratorium on 
new projects slows the growth in capital expenditures. Budget 
expenditures are projected at 38 percent of GDP, with the deficit 
equal to 14 percent. The Government hopes to cover 75 percent of 
the deficit by foreign financing and 25 percent with domestic 


savings, obviating the need for any inflationary domestic bank 
financing this year. 


A very worrisome consequence of the chronic budget deficit is the 
growing cost of debt servicing. In 1984, interest and amortization 
payments will swallow 21 percent of expenditures, by far the single 
largest item. Growth in this ratio shows no sign of abating. 


MONETARY EXPANSION FUELS INFLATION 


Monetary aggregates have undergone a similar explosion -- the 
broad money supply rose at an average of 28 percent from 1978-83 -- 
because of both public and private sector needs for credit to 
finance investment. In 1983, the slowdown in capital expenditures 
and greater fiscal austerity greatly reduced government borrowing, 
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but private sector demand mushroomed when interest rates were 
lowered, the currency devalued and the prices of many staples 
increased early in the year. The July disturbances again 
increased the need for private sector credit to cover losses and 
reconstruction. Although the Central Bank raised reserve require- 
ments for commercial banks last November and recently reimposed 
credit ceilings, monetary aggregates are still rising at an annual 
rate of over 25 percent. The boom in tea prices, while having a 
salutary effect on the balance of payments, is aggravating the 
problem of excess liquidity. 


After a marked deceleration in election year 1982, inflation has 
again jumped to uncomfortably high levels. Although the average 
CPI rise was 14 percent in 1983, the December-to-December increase 
reached 21 percent. Exacerbated by the rapid monetary expansion 
and higher food prices stemming from adverse weather conditions, 
rapid inflation continues to plague Sri Lanka in 1984, and the 
Finance Minister acknowledges it is still at the 20 percent level. 
Pressures for wage increases are also growing. Since the poorly- 
paid tea estate workers gained substantial salary raises by 
staging a 10-day strike in March, it is not unlikely that workers 
in other sectors may begin to push their demands. 


BALANCE OF PAYMENTS GAINS FROM TEA WINDFALL 


Sri Lanka's primary economic concern over the long term is the 
structural imbalance in its external payments. Fueled by the 


Jayewardene Government's liberal, rapid growth policies and high 
oil prices, imports have more than doubled since 1978. Exports, 
which are heavily biased towards agricultural products, rose by 
only 50 percent over the same period. The import bill between 
1978-83 totaled 41 percent of GDP. 


Both tourism and remittances from the circa 150,000 emigrants 
working in the Middle East have also become important sources of 
foreign exchange in recent years, the latter second only to tea. 


The structure of Sri Lanka's foreign trade in 1983 is shown in 
the following table: 


(Rupees Million) 
Exports Imports 


Tea 8,295 Petroleum Products 10,040 
Textiles/Garments 4,651 Transport Equipment 4,502 
Petroleum Products 3,017 Machinery & Equipment 4,070 
Rubber 2,856 Textiles and Textile 
Coconuts 1,921 Materials 3,814 
Minor Agricultural Sugar 1,677 
Products 1,184 Wheat 1,623 
Gems and Jewelry 980 Rice 918 
Other 1,939 Other 18,909 


Total 24,843 45,553 
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The 1983 trade and current account balances showed some improvement 
vis-a-vis 1982, largely a result of improved prices for plantation 
crops and a decline in imports which became more expensive in 

rupee terms. A further improvement is forecast for 1984: tea 
prices are at near-record levels; favorable weather conditions 
presage higher production for tree crops; and the demand for 
petroleum products will be eased by increased availability of hydro- 
electric power. Nevertheless, the projected 1984 current account 
deficit of $734 million is still a sizable amount to be covered 
primarily by foreign loans and grants. This points up the fact 
that the fundamental imbalance between Sri Lanka's foreign earnings 
and payments persists, and should commodity prices tumble in the 
near term, a balance of payments crisis could ensue. 


EXTERNAL DEBT: Sri Lanka has been very fortunate in obtaining 
extremely advantageous terms for its foreign borrowing, most of 
which has been in the form of concessional loans and grants from 
Western aid donors. However, in recent years public corporations 
such as Air Lanka and the Ceylon Shipping Corporation, and private 
firms with FCBU's (Foreign Currency Banking Units) have contributed 
to both the external debt outstanding from commercial borrowings 
and the rapid growth of debt service payments. According to 
Central Bank figures, commercial borrowings and suppliers' credits 
stood at around $650 million at the end of 1983, with total 
external debt at $2.8 billion. Debt service payments amounted to 


around $300 million, pushing the debt service ratio to 21.6 
percent. 


All indications are that the foreign debt service burden will 
continue to rise steeply through most of the 1980's as grace 
periods expire and new loans are procured by both public and 
private sectors. Although much depends on export performance and 


terms of trade, it appears inevitable that the debt service ratio 
will also go up. 


EXCHANGE RATE POLICY: Because of Sri Lanka's high rate of 
inflation relative to its trading partners since 1978, the rupee 
has devalued steadily against all major currencies except the 
French franc. In 1983, the rupee depreciated 14.7 percent vis-a- 
vis the dollar, from Rs. 21.32 to Rs. 25. According to the 
"flexible exchange rate" policy, the value of the rupee is set 
every day by the Government. During the first few months of 1984, 
it stabilized at around Rs. 25.15 to the dollar. 


With accelerating domestic inflation and a strong rupee, imports 
have become relatively cheaper, while exports find it more 
difficult to compete on the world market. International financial 
institutions have made a number of well-publicized recommendations 
to allow the rupee to devalue further, to bring price equilibrium 
back to the external sector. However, because of the improvement 
in Sri Lanka's terms of trade, and concern about the domestic 


politico-economic impact of devaluation, the Government is 
reluctant to follow this advice. 
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II. IMPLICATIONS FOR THE UNITED STATES 


GENERAL: In international affairs, Sri Lanka puts heavy emphasis 
on multilateral diplomacy and follows a strictly -- if moderate -- 
nonaligned foreign policy, balancing its relations carefully between 
the major power blocs. Bilateral relations between Sri Lanka and 
the United States are very good and mutually beneficial. Because 
of the critical importance of foreign trade and investment to its 
economic development, Sri Lanka has turned to the United States and 
to other OECD countries as natural partners in the economic arena. 
In 1983, the United States was by far the largest single market 

for Sri Lankan exports ($185 million) and supplied about 16 percent 
of all foreign aid disbursed during the year ($73 million). In 
addition, the United States is seen as a significant source of new 
foreign investment in the years ahead -- provided Sri Lanka 
continues to encourage and remove obstacles to such investment. 


TRADE: The UNP Government remains firmly committed to its open 
trading policy, and shows no sign of considering a return to quan- 
titative import controls. However, in view of Sri Lanka's chronic 
trade deficits, some restructuring of the tariff schedule is possible 
to give greater protection to import-substituting industries. 


With a population of less than 16 million and per capita annual’ 
income of approximately $300, Sri Lanka does not offer a particu- 
larly large market for U.S. exports. There are, however, several 
large capital development projects which might offer attractive 
opportunities for U.S. engineering and consulting firms, such as a 
proposed coal-fired power plant in Trincomalee, a single point buoy 
mooring system and related facilities at the Colombo port, and the 
aquaculture project financed by the Asian Development Bank. 


In 1983, major U.S. exports to Sri Lanka were wheat, aircraft parts, 
and construction equipment. For 1984-85, the Embassy has identified 


the following products as having the best potential for additional 
U.S. sales to Sri Lanka: 


Power Generation, Renewable Energy, and Transmission Equipment 
Medical and Hospital Equipment 

Telecommunication Equipment 

Chemicals and Plastics 


INVESTMENT: As of mid-1984, U.S. investment in Sri Lanka remains at 
a relatively modest $14-15 million. American Express, Bank of 
America, and Citibank all have branch offices in Colombo, while 
Girard Bank and Bankers Trust have opened up representative offices. 
Other major U.S. investments -- many of them going back before 1977 
-- include IBM, Pfizer, Singer, Union Carbide, Warner-Hudnut, 

Muller and Phipps, and NCR Corporation, several of whom have 
manufacturing facilities aimed at the Sri Lankan market. More 
recently, the Free Trade Zone has attracted U.S. investments such 

as Smart Shirts and Star Garments. 
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The Government is interested in attracting more foreign investment 
to Sri Lanka, particularly in areas which will generate high 
employment, make use of Sri Lankan resources to the greatest extent 
possible, and result in a transfer of technology and managerial 
expertise. Agro-based industries, food and rubber processing, 
electronics, and mineral-based industries have been identified as 
areas of investment that are both promising and desirable. The 
tourism and garment sectors, on the other hand, which have attracted 
significant investment in the past, are now considered saturated. 


The attractions of investing in Sri Lanka include a low-cost, 
literate, and trainable work force; tax incentives for export 
industries; and geographic proximity to Asian and Middle Eastern 
markets. Communal violence in 1983 and 1984 has tarnished Sri 
Lanka's attractiveness as a politically stable environment for 
investment. Other difficulties that have been observed include 
infrastructure bottlenecks such as power outages and poor roads, 
high electricity surcharges, capricious changes in laws and regula- 
tions governing banks, businesses, and credit, and often prolonged 
negotiations, particularly when dealing with the Government as a 
joint venture partner. Because of the structural weakness of Sri 
Lanka's external sector, foreign financing is usually a key 
component of any investment or major sales agreement. 


Investing in the Free Trade Zone short-circuits many of the obstacles 
and offers a special attraction to U.S. firms interested in investing 
in Sri Lanka for export to overseas markets. Foreign investors are 
permitted 100 percent equity ownership, and imports are of course 


duty-free. Tax exemptions of up to 10 years are negotiable for 
investors in the FTZ, depending on characteristics of the project 
such as employment generation, foreign exchange earnings, and 
introduction of new technology. For investments outside the FTZ, 
tax holidays have been reduced due to Sri Lanka's growing revenue 
requirements. Tax exemptions up to 5 years are available only for 
non-traditional export industries and some types of agri-business. 


U.S. investors will be interested to note that Sri Lanka is one of 

a handful of developing countries, worldwide, singled out for 
special emphasis in the "Private Enterprise Promotion" program under 
the U.S. Agency for International Development (AID). In the initial 
effort in this project to assist and invigorate the private sector, 
the U.S. consulting firm, Arthur D. Little, identified the most 
promising areas for new investment in Sri Lanka -- rubber-based 
industries, light engineering, minerals processing, fisheries, 
fruits and vegetables, and coconut products. The centerpiece of 

the AID project is the Sri Lanka Business Development Center which 
opens in July, 1984. The Center will provide a full range of 
advisory services to potential investors, serve as a focal point 

for analysis of investment policy issues.and opportunities, and 
undertake management training and entrepreneur development. With 
AID assistance, a separate organization -- the Joint Agricultural 
Consultative Committee (JACC) -- has also been set up to promote 

Sri Lankan-U.S. joint ventures in the area of agro-based industry. 
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You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 


Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 


offer country-by-country reports with the information 
business. 
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investment conditions and opportunities. They'll bring 

you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns ® transportation 

@ industry trends @ trade 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population ® finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 


@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
U.S. Department of Commerce e International Trade Administration 
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